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Background

* Value of fossil fuel in pension funds =
S39.7 million of $S3.8 billion, 1.04%

 Compare to Seattle (4.44%) and
San Francisco (3.2%)

 The average fund 2-10%
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Flduuary Responsibility

e Current Law

— Does require that divestment decisions have
neutral or positive effect on returns

— Does not outlaw socially responsible investment

* Current law is part of Uniform Prudent
Investor Act

— Is a national framework, constraining
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Financial Impacts Overview

* Sin Stock Premium and Fossil Fuel Asset
Effects deemed to have minimal impact

 Sin Stock Premium

— Academic consensus: costs of moral projects
balanced out by better community relations,
worker retention, etc.

e Fossil Fuel Asset Effects can be removed with
intelligent reinvestment
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Financial Impacts Overview (cont.)

 Three Major Effects
— Diversity Penalty (likely negative)
— Transaction Costs (likely negative)
— Carbon Bubble (likely positive)
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Diversity Penalty

 Wide Range of Estimates
— High: 1.04%
— Low: 0.0002% for removal of “filthy fifteen”

e Estimates at the lower end are supported by
more reliable studies

* VT has less invested in fossil fuels than peer
accounts making the diversity penalty even
smaller
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Transaction Costs

Costs associated with research, advisor, and
brokerage fees

SCERS study estimates transaction costs to be
0.5% on the buy and sell sides

This translates to $400,000 in transaction
costs for the VT pension account

Typical administrative costs for a fund of VT's
size are between $19 million and $52.8 million



The Nelson A. Rockefeller Center at Dartmouth College

&) The Center for Public Policy and the Social Sciences

Policy Research Shop

Carbon Bubble

* Assuming legislation limiting climate change is
passed in the future fossil fuel stocks are
expected to decline

* One estimate is 40-60% of a viable oil and gas
portfolio
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Divestment Efficacy

* Direct Financial Impacts
— Likely very limited

— Small account, stocks picked up by neutral
Investors

* Indirect Impacts
— The larger effect
— Large media impact, stigmatizing power
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Steps Towards Divestment

DeCiding to Strategy 1: Yes
Divest

The first step

Strategy 2: No
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Steps Towards Divestment

- Strategy 1: "Filthy
Divestment: Fifteen”
Scope Divestment from the

top 15 coal mining and
utility companies

How do you define a
fossil fuel company?

Strategy 2: Carbon
Tracker 200
Divestment from the
list of top 200 carbon
producing companies
as compiled by the
Carbon Tracker
Initiative

Strategy 3: Inclusive
Divest from any
company that has any
holdings or operations
in coal, oil, gas, or is a
heavy energy
consumer
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Steps Towards Divestment

Freeze all new
Investments In fossil

Divestment: )

fuels in order to take
Freeze New inventory of current
Investments assets and finalize

plans
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Steps Towards Divestment

Divestment:
Strategies
and Timeline

Strategy 1:
Immediate

Sell all stocks and
Investments in fossil
fuels iImmediately

Strategy 2:

5-Year Plan
Gradually divest
holdings and
reevaluate at the end
of a 5-year timeline




The Nelson A. Rockefeller Center at Dartmouth College

The Center for Public Policy and the Social Sciences

Policy Research Shop

Steps Towards Divestment

Strategy 1: Do
Nothing

Allow the media to run
its course and others
to pick up the cause
should they want

Efficacy

Maximization

How do you further

improve the efficacy
following divestment?

Strategy 2:
Immediate
Legislation
Introduce additional
legislation at moment
of divestment

Strategy 3: Delayed
Legislation
Introduce additional
legislation after
divestment
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Steps Towards Divestment

Reinvestment

What does an
institution do with
recently divested

funds?

Strategy 1: Keep
Current Holdings
Funnel all profits back
into all remaining
stocks previously held

Strategy 2: Balanced
Reinvestment

Allow pension
managers to reinvest
as they see fit in
stocks that behave
similarly to fossil fuels
holdings

Strategy 3: Clean
Energy

Reinvest profits into
clean/green energy
options
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Media Impacts

* |Inevitable media attention, first state to divest
e Unity College example



The Nelson A. Rockefeller Center at Dartmouth College

&) The Center for Public Policy and the Social Sciences

Policy Research Shop

Conclusion

Fiduciary responsibility

Main impacts: diversity penalty, transaction
costs, and carbon bubble

Not all plans are created equal
It’s complicated



